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SUBJECT FOOD STAMP PENALTY SETTLEMENT 

I am pleased to not@ you that the State has reached a favorable settlement agreement 
with the United States Department of Agriculture (USDA) regarding California's food 
stamp error rate penalties for FFY 2000, 2001, and 2002. This agreement was made 
possible by the dramatic reduction in the food stamp error rate in Los Angeles County, 
which drove an unprecedented reduction in the statewide error rate. Details of the 
agreement are in the attached settlement document. 

Prior to the settlement agreement, the State faced a combined liability of $185.4 million 
for FFY 2000, 2001 and 2002. Los Angeles County's share of this liability was $143.1 
million. Under the terms of the settlement, the County is not required to make any 
payment at this time. The County's only potential liability under the settlement 
agreement involves $62.5 million from the FFY 2001 and 2002 penalty amounts which 
is held at-risk statewide in relation to the State's food stamp error rate in FFY 2003- 
2007. 

These are the key provisions of the settlement agreement: 

USDA has waived the $10.4 million of the State's FFY 2000 penalty, which 
was held at-risk in relation to the State's FFY 2003 performance. 

For the FFY 2001 and 2002 penalties, USDA will withhold $12.2 million that 
would have otherwise been paid to California. This $12.2 million consists of a 
food stamp performance bonus earned by California in FFY 2003 and an 
amount owed to California for an accounting adjustment regarding the 
California Food Assistance Program. 
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Out of the initial $175 million penalty for FFY 2001 and 2002, a total of $62.5 

9 If the State's error rate is below 7.4% in a given year, the $12.5 million at-risk 
for that year is forgiven. 

b If the State's error rate e x d s  7.4%, the State may have an obligation to 
reinvest in the food stamp program some or all of the $12.5 million at-risk for 
that year, depending on the amount by which the State's error rate exceeds 
7.4% and the State's performance two years later. 

9 If the State is ultimately required to reinvest any portion of this at-risk amount, 
it is uncertain whether the State would seek to require the County to pay any 
portion of the reinvestment amount. 

The State must continue to spend an estimated $2 million/year for 5 years on 
activities to enhance the food stamp program. The federal government will match 
these state funds at the standard rate. 

million is held at-risk: $12.5 million/year from FFY 2003-2007. 

The key factor in making this settlement agreement possible was the unprecedented 
reduction in the State's error rate from 17.4% in FFY 2001 and 14.4% in FFY 2002 to a 
preliminary figure of 6.5% in FFY 2003. This reduction in the statewide error rate was 
primarily attributable to the reduction in Los Angeles County's error rate from 22.9% in 
FFY 2001 and 18.8% in FFY 2002 to a preliminary figure of 7.1% in FFY 2003. 

This settlement agreement represents a major achievement for the State and the 
County, and is a testament to the consistent support provided by your Board, the CAO 
and County Counsel and to the tireless work of our staff in reducing our error rate. We 
remain committed to keeping our food stamp error rate low in the future. 

BY:cl 
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